How a medieval friar forever changed finance by Accounting Historians, Academy of
Accounting Historians Journal 
Volume 39 
Issue 2 December 2012 Article 9 
2012 
How a medieval friar forever changed finance 
Academy of Accounting Historians 
Follow this and additional works at: https://egrove.olemiss.edu/aah_journal 
 Part of the Accounting Commons, and the Taxation Commons 
Recommended Citation 
Accounting Historians, Academy of (2012) "How a medieval friar forever changed finance," Accounting 
Historians Journal: Vol. 39 : Iss. 2 , Article 9. 
Available at: https://egrove.olemiss.edu/aah_journal/vol39/iss2/9 
This Article is brought to you for free and open access by the Archival Digital Accounting Collection at eGrove. It 
has been accepted for inclusion in Accounting Historians Journal by an authorized editor of eGrove. For more 
information, please contact egrove@olemiss.edu. 
Salmagundi 113
How a Medieval Friar Forever Changed 
Finance
bloomberg.com July 12, 2012
Consider some headlines from the past week. China an­
nounced its gross domestic product had slowed to a three-year 
low of 7.6 percent in the latest quarter. The International Mon­
etary Fund cut its global growth forecasts to 3.9 percent for 
2013. And Citigroup Inc. announced its net income was down 12 
percent.
The system that generates these 21st-century accounting fig­
ures — the numbers that run our nations and corporations — was 
first codified by a Renaissance friar named Fra Luca Bartolomeo 
de Pacioli. He was at one time more famous, as a m athem ati­
cian, than his collaborator Leonardo da Vinci.
Pacioli is remembered today, if he’s remembered at all, as 
the father of accounting. He wrote the first mathematical ency­
clopedia of Europe, which made two critical contributions to 
m odem  science and commerce: It was the first printed book to 
explain Hindu-Arabic arithm etic and its offshoot, algebra, and it 
contained the first printed treatise on Italian accounting.
Algebra would underpin the Scientific Revolution; Italian 
accounting, the Industrial Revolution.
DOUBLE ENTRY
As his encyclopedia was going to press in Venice in 1494, 
Pacioli added a 27-page summary of a new form of accounting 
that had first emerged in Italy around 1300 and been perfected 
by the merchants of Venice. He called the addition a “special 
treatise which is m uch needed” to help m erchants keep their ac­
counts in an orderly way.
Known in the 15th century as accounting “alla Veneziana,” 
the system is now called double-entry  bookkeeping and is stan­
dard practice throughout the world. In 1494, it was exceptional
— and in his treatise Pacioli recommended it above all others.
In their ledgers, Venetian m erchants separated debits and 
credits, dividing them  into two columns. As Pacioli wrote: “All 
the creditors m ust appear in the Ledger at the right-hand side, 
and all the debtors at the left. All entries made in the Ledger 
have to be double entries — that is, if you make one creditor, you 
m ust make someone debtor.”
Pacioli's system was revolutionary because it allowed mer­
chants to calculate increases and decreases in their wealth, re­
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corded in their capital account. In other words, it allowed them 
to determine that driver of capitalism: profit (or loss). Pacioli 
wrote that the purpose of every business was to make a law­
ful and reasonable profit, which could be tallied with Venetian 
bookkeeping. And thus the seed of capitalism was planted.
Because Pacioli used the recently invented printing press to 
record and disseminate Venetian double entry, the system swept 
across Europe during the next two centuries and then to the 
U.S.
By the 18th century, Italian bookkeeping had become so 
pervasive that it had spread beyond the realm of commerce and 
into culture. Daniel Defoe famously applied it in his 1719 novel 
“Robinson Crusoe” when the shipwrecked Crusoe uses double 
entry to assess his life, drawing up his “State of Affairs” and 
comparing “very impartially, like Debtor and Creditor, the Com­
forts I’d enjoyed, against the Miseries I suffered."
A NEW PROFESSION
Fittingly, it was in the economic heart of the Industrial Age
— Great Britain — that Venetian bookkeeping came into its own. 
The rise of factories and the flourishing of the joint-stock com­
pany transform ed double-entry bookkeeping into a brand new 
profession: accounting.
The huge amounts of capital expenditure required to build 
railways — raised from private investors on stock exchanges 
and managed by joint-stock companies — brought new issues of 
accounting and accountability. By the 1860s, accountants were 
legally required in Britain at every phase of a company’s life: at 
its formation, during its operation and at its liquidation.
Although financial statements had been an incidental prod­
uct of a company’s bookkeeping in 1800, they had become its 
raison d’etre by 1900. Venetian bookkeeping proved to be the 
perfect mechanism for generating these financial statements. It 
could accurately record capital and income as required by law 
and investors, it could distinguish between private expenses and 
corporate costs, and it could produce data that helped evaluate 
past investment decisions.
Venetian double entry thus became essential to the m odem  
corporation. In the 20th century, it became equally essential 
to the nation state. With the crash of the New York Stock Ex­
change in 1929, and the Great Depression that followed, the 
laissez-faire principles that had previously informed government 
approaches to economic affairs suddenly seemed insufficient. At
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sea in their response to the crisis, the adm inistrations of Herbert 
Hoover and Franklin D. Roosevelt commissioned comprehen­
sive estimates of the income of the U.S. to guide their policies.
Soon after Roosevelt succeeded Hoover as president and be­
gan the New Deal, the British economist John Maynard Keynes 
travelled to the U.S. to see the policies in action. In Washington, 
Keynes said: “Here, not in Moscow, is the economic laboratory 
of the world.”
THEORY, PRACTICE
This signified a momentous change in government practice, 
and in economic theory. If Roosevelt's response to the Depres­
sion was the New Deal, then Keynes's was his “theory of effec­
tive dem and.” Published in 1936, it provided a theoretical basis 
for the m easurement of national income, consumption, invest­
m ent and savings.
Both Roosevelt's program and Keynes’s theory entailed the 
creation of national accounting systems, a massive undertaking 
that was carried out using the principles of double-entry book­
keeping.
At Keynes’s instigation, the first British accounts were made 
during World War II. Following the war, national accounts were 
created in countries across Europe as part of the framework 
of the Marshall Plan. And under the aegis of the newly created 
United Nations, national accounts were subsequently adopted 
by almost every nation on Earth.
Today, we depend on the num bers generated by the ac­
counts of nations and corporations to direct our governments, 
businesses and societies. And so it happened that a medieval 
Italian accounting system codified by a friar in 1494 now gov­
erns the global economy.
(Jane Gleeson-White is the author of “Double Entry: How 
the Merchants of Venice Created M odem Finance.” The opin­
ions expressed are her own.)
Read more Echoes columns online.
To contact the w riter of this post: Jane Gleeson-White at 
janegleesonwhite@iprimus.com.au.
To contact the editor responsible for this post: Timothy 
Lavin at tlavin1@bloomberg.net.
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